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AWARD TERM PLAN 

 
 
1.0 INTRODUCTION 
 
 a.  This Award Term Plan is the basis for the Theater Warfare Systems (T) 
Department at the Naval Surface Warfare Center, Dahlgren Division (NSWCDD) 
evaluation of the contractor's performance and for presenting an assessment of that 
performance to the Term Determining Official (TDO).  Evaluation for term periods will 
begin 12 months after the effective date of the contract.  An informal interim evaluation 
will be conducted six months after award.  This evaluation is for the purpose of 
providing the contractor with feedback on his performance.  No term will be available as 
a result of this interim evaluation.  An adjustment to the award term will not result in a 
contract ordering period of less than four years or greater than seven years from the 
award of the contract. This plan describes the specific criteria and procedures to be used 
to assess the contractor’s performance and to determine the amount of award term 
earned.  Actual award term determinations and the methodology for determining the 
award term are unilateral decisions made solely at the discretion of the Government. 
 
 b.  Any contract term extensions earned will be reflected in unilateral contract 
modifications based upon terms earned as determined by the TDO.  The award term 
earned will be determined by the TDO based upon review of the contractor’s 
performance against the criteria set forth in this plan.  The TDO may unilaterally change 
this plan prior to the beginning of an evaluation period.  Changes to this plan that are 
applicable to a current evaluation period will be incorporated by mutual consent of both 
parties. 
  
 c.  This Award Term Plan contractually entitles the contractor to award term 
extensions based on TDO decision and is only subject to cancellation based on the 
following specific contingencies:  elimination of the requirement; lack of funding; 
termination for convenience, and a total of two TDO determinations of marginal or 
unsatisfactory ratings.  
 
2.0 ORGANIZATION 
 
 The award term organization consists of the Term Determining Official (TDO); an 
Award Term Review Board (ATRB) which consists of a chairperson, the Contracting 
Officer, a recorder, other functional area participants; and the Performance Monitors.  
The TDO, ATRB members, and Performance Monitors are listed in Annex 1.  
 
3.0 RESPONSIBILITIES 
 
 a. Term Determining Official.  The TDO approves the award term plan and any 
changes.  The TDO reviews the recommendation(s) of the ATRB, considers all pertinent 
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data, and determines the earned award term periods for each evaluation period.  The 
TDO appoints the ATRB Chairperson. 
 
 b. Award Term Review Board.  ATRB members review performance monitors’ 
evaluation of the contractor's performance, consider all information from pertinent 
sources (including the contractor’s self-assessment report), and arrive at an earned award 
term period recommendation to be presented to the TDO.  The ATRB may also 
recommend changes to this plan. 
 
 c. ATRB Recorder.  The ATRB recorder is responsible for coordinating the 
administrative actions required by the performance monitors, the ATRB and the TDO.  
The recorder will prepare the official minutes of each Award Term session. 
 
 d. Contracting Officer.  The CO appoints the TDO and Award Term Review 
Board members.  An Alternate shall be appointed for each ATRB member.  The CO 
modifies the contract ordering period, if necessary, to reflect the TDO decision.   
 
 e. Performance Monitors .  Performance monitors maintain written records of 
the contractor's performance in their assigned evaluation area(s) so that a fair and 
accurate evaluation is obtained.  Monitors prepare end-of-period evaluation reports as 
directed by the ATRB. 
 
4.0 AWARD TERM PROCESSES 
 
 a.  Available Award Terms.  The earned award terms will be based on the 
contractor’s performance during each evaluation period.  The available terms for each 
evaluation period are shown in Annex 2.  The contractor can earn from a six month to 
one year increase or decrease for each award term, or the award term could remain    
unchanged.  Two TDO determinations of marginal or unsatisfactory ratings (or 
combination thereof) during the four year ordering period shall result in the loss of any 
previously awarded term extensions and the Award Term Plan and Award Term 
conditions of the contract shall no longer apply.  The ordering period shall be reduced to 
18 months or the current ordering period of the contract, whichever is less.  Two  TDO 
determinations of marginal or unsatisfactory (or combination thereof) during an award 
term extension period of the contract shall result in the loss of any previously awarded 
term extensions and the ordering period shall be reduced to 18 months or the current 
term extension, whichever is less.  
 
 b. Evaluation Criteria.  If the CO does not provide specific notice in writing to the 
contractor of changes to the evaluation criteria prior to the start of an evaluation period, 
the same criteria from the preceding period will be used in the subsequent evaluation 
period.  Any changes to evaluation criteria will be made by revising the Award Term 
Plan and notifying the contractor. 
 
 c. Contractor’s Self-Assessment.  The contractor’s self-assessment report is 
submitted to the ATRB and CO within 15 days after the end of the evaluation period.  
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This written assessment of the contractor’s performance throughout the evaluation 
period shall address each of the evaluation factors and may also contain any information 
that may be reasonably expected to assist the ATRB in evaluating the contractor’s 
performance.  The contractor shall provide detailed information on the utilization of 
small business concerns for the evaluation period.  Submission of SF Form 294 – 
Subcontracting Report for Individual Contract  shall not be considered as sufficient 
information for evaluation purposes. 
 
 d. End-of-Period Evaluations.  The ATRB Recorder notifies each ATRB member 
and performance monitor prior to the end of each evaluation period.  The contractor shall 
submit a written Self-Assessment Report to the ATRB Recorder (with a copy to the 
Contracting Officer) within 15 calendar days from the end of the evaluation period.  
Performance monitors submit their evaluation reports to the ATRB Recorder within 30 
calendar days from the end of the evaluation period.  The ATRB Chairperson prepares 
its evaluation report and recommendation of earned award term periods.  The ATRB 
Chairperson briefs the evaluation report and recommendation to the TDO at the Award 
Term Session.  The TDO determines the earned award term periods for the evaluation 
period at the Award Term Session.  The TDO informs the contractor of the earned award 
term periods at the Award Term session.  If an extension or reduction is applicable, the 
CO issues a modification within 10 calendar days after receipt of the Award Term 
minutes signed by the TDO.   
 
 e. Award-Term Sessions.  The Award Term Review Board will meet within 45 
days after the end of the evaluation period.  The ATRB shall consider the performance 
evaluation reports and oral presentations, and then prepare a recommendation for the 
TDO.  The following is representative of the agenda that should be followed during ATB 
sessions: 
 
OPEN SESSION   
 
Attendees – ATRB, TDO, Award Term Performance Monitors, ATRB Recorder, and all 
invited Government and Contractor guests.    
 
Agenda – Contractor’s oral presentation 
 
EXECUTIVE SESSION 
 
Attendees – ATRB, TDO, Award Term Performance Monitors, ATRB Recorder, 
Government Contract Specialist, and appropriate Contractor representatives. 
 
Agenda – Oral presentations by Award Term Performance Monitors followed by an 
examination and discussion of each presentation by ATRB and TDO. 
 
CLOSED SESSION 
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Attendees – Only ATRB members, TDO, ATRB Recorder, and Government Contract 
Specialist   
 
Agenda (1) Deliberations by the ATRB 
  (2) Summation of Results/Discussions  
  (3) Recommendations of individual ATRB member 
  (4) Averaging of Recommendations 
  (5) Presentation to TDO of Recommendation 
  (6) Discussions with TDO 
  (7) Determination of Award Term Extension 
 
EXECUTIVE SESSION 
 
Attendees – ATRB, TDO, Award Term Performance Monitors, ATRB Recorder, 
Government Contract Specialist, and appropriate Contractor representatives. 
 
Agenda – The TDO informs the Contractor representatives of the award term decision 
and a brief rationale for the decision. 
  
5.0 AWARD TERM PLAN CHANGE PROCEDURE 
 
 The TDO may unilaterally change this plan prior to the beginning of an 
evaluation period. In addition, the contractor may recommend changes to the plan no 
later than 60 days prior to the beginning of the new evaluation period. The contractor 
will be notified of changes to the plan by the CO, in writing, before the start of the 
affected evaluation period.  Changes to this plan that are applicable to a current 
evaluation period will be incorporated by the mutual consent of both parties. 
 
 Annexes 
 1.  Award Term Organization 
 2.  Award Term Allocation  
      3.  Evaluation Criteria 
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ANNEX 1 
 

AWARD TERM ORGANIZATION 
 
 

BOARD MEMBERS 
 
INDIVIDUAL POSITION TITLE OFFICE SYMBOL 
Term Determining Official Head, Theater Warfare 

Systems 
T 

Award Term Review Board 
Chairperson 

Contracting Officer’s 
Representative 

* 

AWARD TERM REVIEW 
BOARD MEMBER 

* * 

“              “ * * 
“              “ * * 
“              “ * * 
“              “ Contracting Officer XDS13 
Award Term Review Board 
Recorder 

Alternate Contracting 
Officer’s Representative 

* 

 
* To Be Identified At Contract Award 
 
    PERFORMANCE MONITORS 
 
AREA OF EVALUATION PERFORMANCE MONITOR(S) 
Technical Performance T Department 
Project Management T Department  
Cost Performance XDS13-18 
Subcontracting Goal XDS13-18 
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ANNEX  2 
 

AWARD TERM ALLOCATION BY EVALUATION PERIODS 
 
The award term earned by the contractor will be determined at the completion of 
evaluation periods shown below.  The award term points shown corresponding to each 
period is the range of the available award term amount that can be earned during that 
particular period.   
 

 
Evaluation 

Period 

 
From 

 
To 

 
Available Award 

Term Points 
1 1 October 2003 31 March 2004 0 – 100 
2 1 April 2004 30 September 2004 0 – 100 
3 1 October 2004 31 March 2005 0 – 100 
4 1 April 2005   30 September 2005 0 – 100 
5 1 October 2005 31 March 2006 0 – 100 
6 1 April 2006   30 September 2006 0 – 100 
7 1 October 2006 31 March 2007 0 – 100 
8 1 April 2007 30 September 2007 0 – 100 
9 1 October 2007 31 March 2008 0 – 100 
10 1 April 2008 30 September 2008 0 – 100 
11 1 October 2008 31 March 2009 0 – 100 

 
NOTE:  The award term arrangement will continue using the bi-yearly evaluation 
periods to award a maximum number of three years.  If  the ordering period does 
not extend more than 18 months from the TDO decision, the operation of the 
award term feature will cease and the ordering period will not extend beyond the  
term set at that time.     

 
A score of 91 – 100 (Outstanding) in an evaluation period = 1 year term extension 
A score of 80 – 90 (Good) in an evaluation period = 6 month extension 
A score of 70 – 79 (Satisfactory) in an evaluation period results in neither an extension 
or reduction 
A score of 60 – 69 (Marginal) in an evaluation period = 6 month reduction 
A score of 59 or below (Unsatisfactory) in an evaluation period = 1 year reduction 
 
A total of two marginal or unsatisfactory ratings (or combination thereof) at any time 
during the performance period of this contract will result in the loss of any previously 
awarded term extensions and the ordering period shall be reduced to 18 months or the 
current ordering period of the contract, whichever is less.   
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OVERALL GRADE DEFINITIONS AND CORRESPONDING AWARD TERM 
POINTS FOR TECHNICAL, PROJECT MANAGEMENT AND COST 
PERFORMANCE 
 
Unsatisfactory Performance:  Contractor’s performance of most contract tasks is 
inadequate and inconsistent.  Quality, responsiveness, and timeliness in many areas 
require attention and action.  Corrective actions have not been taken or are ineffective. 
Available Award Term Points:  0 – 59 
 
Marginal Performance:  Contractor’s performance of some contract tasks is inadequate 
and inconsistent.  Quality, responsiveness, and timeliness in some areas require attention 
and action.  Corrective actions have not been taken or have been taken with inconsistent 
improvement. 
Available Award Term Points:  60 – 69   
 
Satisfactory Performance:  Contractor’s performance of most contract tasks is adequate 
with some tangible and intangible benefits to the Government due to contractor’s effort 
or initiative.  Although there are areas of better performance, these are more or less 
offset by lower-rated performance in other areas. 
Available Award Term Points:  70 – 79  
 
Good Performance:  Contractor’s performance of most contract tasks is consistently 
noteworthy and provides some significant, tangible, or intangible benefits to the 
Government (e.g. improved quality, responsiveness, increased timeliness, or  generally 
enhanced effectiveness of operations).  There are few recurring problems and few areas 
require improvement.  
Available Award Term Points:  80 – 90  
 
Outstanding Performance:   Contractor’s performance of all contract tasks is consistently 
noteworthy and provides numerous significant, tangible, or intangible benefits to the 
Government (e.g. improved quality, responsiveness, increased timeliness, or generally 
enhanced effectiveness of operations).  There are no recurring problems and no areas 
require improvement.   
Available Award Term Points:  91 – 100 
 
OVERALL GRADE DEFINITIONS AND CORRESPONDING AWARD TERM 
POINTS FOR SUBCONTRACTING PARTICIPATION 
 
Unsatisfactory:  The contractor subcontracts less than 5% of the total contract cost to 
small business concerns.   
Available Award Term Points:  0 – 59  
 
Marginal:  The contractor subcontracts less than 8% (but more than 5%) of the total 
contract cost to small business concerns. 
Available Award Term Points:  60 – 69  
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Satisfactory:  The contractor subcontracts between 8 – 10%  of the total contract cost to 
small business concerns. 
Available Award Term Points:  70 – 79  
 
Good:  The contractor subcontracts between 11 – 15%  of the total contract cost to small 
business concerns. 
Available Award Term Points:  80 – 90    
 
Outstanding:  The contractor subcontracts more than 15% of the total contract cost to 
small business concerns. 
Available Award Term Points:  91 – 100  
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ANNEX 3 

 
EVALUATION CRITERIA 

 
Technical Performance    25% of Total 
Project Management     25% of Total 
Cost Performance     25% of Total 
Subcontracting Participation    25% of Total 

 
 

TECHNICAL PERFORMANCE 
 
Technical Performance ratings of Outstanding, Good, Satisfactory, Marginal and 
Unsatisfactory are based on the contractor’s: 
 

1. ability to meet technical requirements as identified in task order statement of 
works, 

2. quality of the services provided by key and non-key personnel supporting 
individual task orders, 

3. employees communications with Government technical personnel, 
4. identification of innovative and improved methods for accomplishing 

statement of work taskings, 
5. quality and timeliness of contract deliverables, 
6. early identification of problem areas and accomplishments in overcoming 

them to maintain schedules and quality of service/product, 
7. adherence to Government standards and instructions, and  
8. responsiveness to program changes. 

 
PROJECT MANAGEMENT 

 
Project Management ratings of Outstanding, Good, Satisfactory, Marginal and 
Unsatisfactory are based on the contractor’s: 
 

1. program management, 
2. site management, 
3. internal controls to ensure proper supervision of work force and economical 

completion of assigned taskings, 
4. staffing of key and non-key personnel 
5. coordination and cooperation with cognizant Navy Officials to resolve 

technical and contract problems that may occur in the performance of 
taskings 

6. management and reporting of GFP/GFI, 
7. accuracy and timeliness of monthly progress reports, 
8. subcontractor management, 



Page 12 of 12 

9. promptness in responding to Government requests for resource estimates 
needed for planning and budget purposes, 

10. accuracy of invoices relating to technical hours worked/hours billed by labor 
category and  accuracy of other direct costs including travel. 

 
COST PERFORMANCE 

 
Cost Performance ratings of Outstanding, Good, Satisfactory, Marginal and 
Unsatisfactory are based on the contractor’s: 
 

1. cost planning, and timely and accurate reporting of costs, 
2. effectiveness in early identification of cost problems and dealing with 

identified problems, 
3. ability to maintain budgets by making appropriate cost effective decisions, 
4. contractor’s efforts that result in cost savings, 
5. promptness in responding to Government requests for costs proposals (either 

by task orders or modifications to task orders that request changes to the 
existing scope of work) 

6. diligent efforts to be at or under the negotiated estimated cost for each task 
order, 

7. funding projections that are accurate and submitted timely, 
8. cost variances (including subcontractor) are identified early and plans for 

recovery are reported and a recovery plan implemented, and  
9. proposal data, including subcontractor data is adequate for technical review 

and cost analysis 
 

SUBCONTRACTING PARTICIPATION 
 

It is the intent of the government to incentivize the contractor to make every effort to 
afford small business concerns the maximum practicable opportunity to participate in  
performance on this contract.  Achieving between 8 – 10% small business 
subcontracting participation shall be rated as satisfactory.  Achieving less or more than 
between 8 – 10% shall be rated as defined in the Overall Grade Definitions and 
Corresponding Award Term Points.  The available award term points within each grade 
definition shall be determined by the percentage achieved within the grade definition 
range; the effort made by the contractor to subcontract to small business during the 
reporting period, and any mitigating circumstances. 

























































































































 
To: ____________________________________________________  
Subject: PAST PERFORMANCE QUESTIONNAIRE: 
 
The Naval Surface Warfare Center, Dahlgren Division, Dahlgren, Virginia is conducting 
a competitive best value source selection under solicitation N00178-03-R-3002.  We have 
requested the offerors for this solicitation to distribute this Past Performance 
Questionnaire to their customers with whom they have had active contracts over the last 3 
years.  You are requested to complete this questionnaire and FAX or mail it to the 
address shown below within 2 weeks of your receipt of this document.  Past Performance 
is a significant source selection factor and it is important that this offeror receives a 
prompt and thorough response from its customers.  You cooperation is greatly 
appreciated. 

 
FAX to: Connie Bible, Code XDS13 

FAX (540) 653-6810 
Voice (540) 653-7765 

Email to: biblehc@nswc.navy.mil 
Or Mail to: Contracting Officer 

Naval Surface Warfare Center Dahlgren Division 
Attn: Connie Bible, Code XDS13-18 
17320 Dahlgren Road 
Dahlgren, Virginia 22448-5100 
 

(To be completed by the Offeror before mailing to the customer.) 
 

Offeror Name and Address: ________________________________________________ 
________________________________________________ 
________________________________________________ 
________________________________________________ 

 
Prime Contractor_____  Subcontractor_____ 
 
Customer Name and Address: ________________________________________________ 

________________________________________________ 
________________________________________________ 
________________________________________________ 

 
Customer Telephone Number: _______________________________________________ 
 
Contract Number: _________________________________________________________ 
 
Period of Performance: _____________________________________________________ 
 
Total Contract Amount/Price: ________________________________________________ 
 
Upon completion of this form it becomes Source Selection Information in accordance with FAR 
3.104. 



PAST PERFORMANCE QUESTIONNAIRE 
To be completed by the customer 

 
(Please complete the questionnaire and FAX it to Connie Bible, Code XDS13 (540) 653-6810 or 
mail/email it to the address on the previous page.) 
 
I. CONTRACT IDENTIFICATION 
 
A. CONTRACTOR: _________________________________________________________ 
 
B. CONTRACT NO.: ________________________________________________________ 
 
C. CONTRACT TYPE: ______________________________________________________ 
 
D. COMPETITIVE AWARD (    ) YES (    ) NO 
 
E. PERIOD OF PERFORMANCE: _____________________________________________ 
 
F. TOTAL CONTRACT AMOUNT/PRICE: $____________________________________ 
 
G. DESCRIPTION OF PRODUCT AND/OR SERVICES PROVIDED: ________________ 
______________________________________________________________________________ 
______________________________________________________________________________ 
 
H. LOCATION OF CONTRACT PERFORMANCE: _______________________________ 
______________________________________________________________________________ 
 
I. MAJOR SUBCONTRACTORS: ____________________________________________ 
______________________________________________________________________________ 
 
J. WAS THE CONTRACT TERMINATED FOR DEFAULT: (    ) YES (    ) NO 
 
K. CUSTOMER/AGENCY IDENTIFICATION 
 
 AGENCY/CORPORATE NAME: ___________________________________________ 
 
 ADDRESS: _____________________________________________________________ 
 
 POINT OF CONTACT/TELEPHONE: _______________________________________ 
 
 SIGNATURE OF RESPONDENT: __________________________________________ 
 



II. PAST PERFORMANCE EVALUATION 
 
(Please circle the most appropriate answers and provide comments where needed to 
explain the assigned ratings.) 
 
A. Quality of Products or Services 
 
1. The quality of products/services received under the contract was: 
 
OUTSTANDING GOOD SATISFACTORY MARGINAL UNACCEPTABLE 
 
COMMENTS:__________________________________________________________________ 
______________________________________________________________________________ 
 
2. The quality of the Contractors required reports and documentation was: 
 
OUTSTANDING GOOD SATISFACTORY MARGINAL UNACCEPTABLE 
 
COMMENTS:__________________________________________________________________ 
______________________________________________________________________________ 
 
 
3. The quality of the Contractors overall technical performance, including compliance with 
contract requirements, commitment of Key Personnel to the project (if appropriate), and 
fulfillment of warranties (if required) was: 
 
OUTSTANDING GOOD SATISFACTORY MARGINAL UNACCEPTA BLE 
 
COMMENTS:__________________________________________________________________ 
______________________________________________________________________________ 
 
 
B. Timeliness of Performance (Schedule) 
 
1. The Contractors timeliness in meeting interim milestones was: 
 
OUTSTANDING GOOD SATISFACTORY MARGINAL UNACCEPTABLE 
 
COMMENTS:__________________________________________________________________ 
______________________________________________________________________________ 
 
 
2. The Contractors timeliness in completing the entire effort, including wrap-up and contract 
administration was: 
 
OUTSTANDING GOOD SATISFACTORY MARGINAL UNACCEPTABLE 
 
COMMENTS:__________________________________________________________________ 
 
3. Were liquidated damages ever assessed for failure to meet schedule? 
 



___ NO  ___ YES (please explain below) 
 
COMMENTS:__________________________________________________________________ 
______________________________________________________________________________ 
 
 
C. Cost Control 
 
1. If work was done under a cost-type contract, the contractor's ability to perform within the 
estimated cost was: 
 
OUTSTANDING GOOD SATISFACTORY MARGINAL UNACCEPTABLE 
 
COMMENTS:__________________________________________________________________ 
______________________________________________________________________________ 
 
 
2. The contractor's performance in submitting billings which were complete, current, accurate, 
and without duplicate billings or unallowable costs was: 
 
OUTSTANDING GOOD SATISFACTORY MARGINAL UNACCEPTABLE 
 
COMMENTS:__________________________________________________________________ 
______________________________________________________________________________ 
 
 
3. The contractor's performance in responding to change orders and the submission of timely 
and well-supported cost proposals was: 
 
OUTSTANDING GOOD SATISFACTORY MARGINAL UNACCEPTABLE 
 
COMMENTS:__________________________________________________________________ 
______________________________________________________________________________ 
 
 
D. Business Relations  
 
1. The Contractors record of effective management to meet contract requirements, including 
management of subcontractors was: 
 
OUTSTANDING GOOD SATISFACTORY MARGINAL UNACCEPTABLE 
 
COMMENTS:__________________________________________________________________ 
______________________________________________________________________________ 
 
 
2. The Contractors reliability in carrying out the effort, including prompt notification of 
problems, was: 
 
OUTSTANDING GOOD SATISFACTORY MARGINAL UNACCEPTABLE 
 



COMMENTS:__________________________________________________________________ 
______________________________________________________________________________ 
 
 
3. The Contractors demonstrated ability to be reasonable, to be cooperative and flexible when 
appropriate, and to respond to technical guidance and direction was: 
 
OUTSTANDING GOOD SATISFACTORY MARGINAL UNACCEPTABLE 
 
COMMENTS:__________________________________________________________________ 
______________________________________________________________________________ 
 
 
E. Management of Key Personnel 
 
OUTSTANDING GOOD SATISFACTORY MARGINAL UNACCEPTABLE 
 
COMMENTS:__________________________________________________________________ 
______________________________________________________________________________ 
 
 
F. Overall Customer Satisfaction 
 
1. The contractor's performance in regards to overall customer satisfaction was: 
 
OUTSTANDING GOOD SATISFACTORY MARGINAL UNACCEPTABLE 
 
COMMENTS:__________________________________________________________________ 
______________________________________________________________________________ 
 
                                            
 
 
 
 
 
 



Ddl-J20  ATTACHMENT J.5 - VALUE ENGINEERING GUIDE 
 
Navy Value Engineering Guide for Contractors 
 
1.  Introduction. 
 
The Navy has revitalized its Value Engineering (VE) program based on direction from 
the highest levels within the Department.  This renewed VE effort is evident in the annual 
VE savings goals and training requirements already promulgated throughout the Navy 
Contracting System.  To monitor and enhance the effectiveness of this initiative, the 
achievement of VE objectives has been incorporated, where appropriate, into Navy 
personnel performance appraisals.  The policy of realizing maximum VE application in 
Navy contracts is being implemented and carefully reviewed throughout all levels of the 
Department of the Navy.  However, to ensure this program's success, the active support, 
cooperation, and participation of the contractor community is required.  We strongly 
invite your interest and involvement in the VE program, and believe that the mutual 
benefits realized thereby will be readily apparent in the following overview of VE 
methodology and procedures. 
 
2.  Definitions, Policy and Procedures. 
 
a.  VE is a process of systematically analyzing functional requirements to achieve the 
essential functions in the most cost effective manner consistent with requisite 
performance, reliability/maintainability, and safety standards.  It shares the same basic 
objectives and philosophy as other value improvement terms such as Value Analysis, 
Value Control, Value Management, etc.  As a management discipline, VE has been 
successfully applied across the entire spectrum of the acquisition and support process.  Its 
application is not and should not be limited by the term "engineering" to hardware design 
and production.  VE is a fundamental approach which challenges even basic premises 
(including the need for the product's existence) in light of viable substitutes.  Because of 
this perspective, VE may be applied to systems, equipment, facilities, procedures, 
methods, software and supplies.  VE's application in these various areas has resulted in 
more suitable products, cost savings and increased profits to the contractors. 
 
b.  Contractors participate in the Navy VE program by two (2) means: 
 

(1) Voluntarily suggest methods for performing more economically and share in 
any resulting savings.  Known as the "incentive" approach. 
 

(2) Comply with contract clauses which require a specific program be established 
to identify and submit to the Government methods for performing more economically.  
This requirement is incorporated as a separate priced line item of the contract and must 
meet minimum requirements of MIL-STD-1771.  Known as the "Program Requirement" 
or "Mandatory" approach. 
 
c.  Basic policies for the VE program are set forth in FAR 48.102.  Key features include: 



 
(1) Agencies shall provide contractors a substantial financial incentive to develop 

and submit VECP's. 
 

(2) Agencies shall provide contractors objective and expeditious processing of 
VECP's. 

 
(3) Agencies shall encourage subcontractors to submit VECP's by requiring the 

prime to incorporate VE clauses in appropriate subcontracts. 
 

(4) VE incentive payments do not constitute profit or fee within the limitation 
imposed by 10 U.S.C. 2036(d) and 41 U.S.C. 254(b). 
 
d. VECP's can significantly increase profit.  Contractors may share up to 55% of net 
savings, 50% of royalties and 20% of annual collateral savings when their cost reduction 
idea  are adopted. 
 
e.  VE program output can be considerably improved through the formal training of the 
personnel involved.  Such training is available on-site from private VE consultants and 
varies from straight classroom instruction to actual "hands-on" in-house VE projects 
guided by the instructor.  This type of training may be tailored to the company's needs.  
The Government has two VE courses available.  The "Contractual Aspects of VE" 
(CAVE), taught by the United States Air Force Institute of Technology School of 
Systems and Logistics at Wright Patterson Air Force Base; and the "Principles and 
Applications of VE" (PAVE), taught by the Army Management Engineering Training 
Activity at Rock Island.  Both the CAVE and PAVE courses are open to Government 
contractor personnel on a space available basis and attendance is encouraged. 
 
3. VE Methodology.  
 
It is unnecessary for contractors to "reinvent the wheel" by making large investments of 
time/energy/money to develop formal VE analysis techniques.  A formal methodology 
consisting of seven (7) distinct elements has already been developed, tested and proven in 
extended use over the years.  This methodology (as shown in the DOD Manufacturing 
Management Handbook for Program Managers) may be applied from the component 
level up to and including entire systems.  In specific cases, some elements may be 
considered "givens" and rigidly following the elements in sequence may not be 
necessary.  These seven (7) elements are : 
 

(1) VE Project Selection - The choice of system, service, hardware, component, 
requirement, etc., for VE application. 

 
(2) Determination of Function - Analysis and definition of the function of the 

selected VE project to answer the question.  "What does it do?"  The function itself may 
be questioned (i.e., is it necessary?). 

 



(3) Information Gathering - Collection and assembly of all necessary information 
concerning the VE item selected.  Allows the VE personnel to become intimately familiar 
with the item while answering the questions, "What does it cost?" and "What is this 
function worth?" 

 
(4) Development of Alternatives - Perhaps the most important element of the 

seven.  Where an alternative is being sought, the use of free imagination, tempered with 
experience, will develop the best ideas.  In initial "brainstorming" sessions, all ideas, 
even the wildest, should be duly recorded and considered.  Don't constrain yourself to a 
conservative approach at this time.  This element will provide an answer to the question, 
"What else can perform this function?". 
 

(5) Analysis of Alternatives - Through this analysis, it is possible to "weed out" 
those ideas which appear technically or financially unfeasible.  This analysis permits the 
selection of an alternative(s) for further feasibility testing based on the resulting cost 
estimates.  This element answers the question, "What is the cost of the alternative(s)?".  
 

(6) Feasibility Testing and Function Verification - Determines that the selected 
alternative(s) can perform the required function and are technically feasible.  A variable 
alternative must provide the essential functional performance and be capable of being 
implemented.  This element provides answers to the questions, "Are the alternatives 
technically feasible?" and "Does the alternative provide the essential function?". 
 

(7) Preparation and Submission of Proposals - The final section, documentation 
and formal VECP preparation of the alternative.  The VECP must be prepared and 
submitted in accordance with the requirements of the contract. 
 
Additional detailed guidance in utilizing formal VE methodology may be found in DOD 
Handbook 5010.8-H "Value Engineering" as well as in courses called out in paragraph 2e 
above. 
 
4. Sharing Mechanisms. 
 
VE shall be implemented in Navy contracts by clauses identifying either the "incentive" 
or "mandatory" methods discussed in paragraph 2b above.  The following table 
summarizes possible sharing arrangements under the different methods and by type of 
contract. 
 
GOVERNMENT/CONTRACTOR SHARES OF NET ACQUISITION SAVINGS 
(figures in percent) 
 
Sharing Agreement 
 
------------------------------------------------------------------------------------------------------------ 
Incentive                                    Program Requirement 
(Voluntary)                                 (Mandatory) 



 
Contract              Instant               Concurrent               Instant                 Concurrent 
Type                    contract             and future                 contract               and future 
                            rate                       rate                          rate                      rate 
 
------------------------------------------------------------------------------------------------------------ 
Fixed-price 
(other than incentive)  50/50                      50/50                       75/25                         75/25 
 
Incentive 
(fixed-price or cost)       *                           50/50                          *                             75/25 
 
Cost-reimbursement 
(other than incentive)  75/25                       75/25                       85/15                         85/15 
 
------------------------------------------------------------------------------------------------------------ 
 
*Same sharing arrangements as the contract's profit or fee adjustment formula. 
 
**Includes cost-plus-award-fee contracts. 
 
A contractor may be entitled to share in VE savings in two (2) different ways.  The first 
results from savings on the acquisition of the product.  Acquisition savings may accrue 
on your current contract, on other concurrent contracts where the VECP savings applies 
and on future contracts which incorporate the VECP.  The other type of savings is 
collateral savings.  Collateral savings are those in any other area such as logistics support, 
operations or other ownership savings which accrue to the Government as a result of 
accepting a VECP.  The contractor is entitled to share in both acquisition savings and 
collateral savings.  The extent of the sharing and types of savings shared are to be 
negotiated on a case-by-case basis depending on the nature of the VECP and subject to 
the sharing limits of the above table. 
 


